Loyalty: A Strategic

Commitment

by John T. Bowen and
Stowe Shoemaker

Building a group of loyal customers is money in the bank for a

hetel, but loyalty requires a long-term relationship in which a

hotel earns its guests’ trust.

he hotel industry has in recent
years become interested in develop-
ing loyal guests through relationship
marketing, but that initiative has
progressed only by fits and starts.
The industry’s approaches to rela-
tionship marketing have so far fo-
cused largely on transactional tactics,
such as frequent-user programs, gifts
for repeat customers, and familiar-
ization trips for meeting planners.
As the weaknesses of the transac-
tional approach become apparent
(primarily, anyone can copy those

tactics), new concepts of relationship
marketing are employing a strategic
perspective intended to develop
guests’ loyalty in a way that cannot
easily be duplicated by competitors.
This study of relationship marketing
focuses on loyalty—a relationship
built on trust and commitment
between the buyer and the seller.
Based on the information we gar-
nered from our research, hotels that
seek to employ the relationship-
marketing strategies discussed here
may have to undergo fundamental
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changes in the way they conduct
business. This article explains our
investigation of how luxury hotels
might take a strategic approach to
relationship marketing based on

loyalty.

Aiming for the Bottom Line

The benefits of relationship market-
ing come from the continuing pa-
tronage of loyal customers who
display decreased price sensitivity
over time, a concomitant reduction
of marketing costs, and “partner-
ship” actions on the part of those
customers. The reduction in mar-
keting costs is a result of the facts
that it takes fewer marketing dollars
to maintain a customer than to cre-
ate one and that loyal customers
help create new customers through
positive word of mouth. Loyal cus-
tomers are less likely to switch to a
competitor solely because of price,
and loyal customers also make more
purchases than comparable non-
loyal customers.' Partnership-like
activities of loyal hotel customers
include offering strong word of
mouth, making business referrals,
providing references and publicity,
and serving on advisory boards. The
combination of these attributes of
loyal customers means that a small
increase in loyal customers can re-
sult in a substantial increase in prof-
itability. Reichheld and Sasser found
that a 5-percent increase in cus-
tomer retention resulted in a 25- to
125-percent increase in profits in
nine service-industry groups they
studied.” These researchers con-
cluded that building a relationship
with customers should be a strategic
focus of most service firms.
Customer loyalty is particularly
important to the hotel industry,
because most hotel-industry seg-

) Frederick E Reichheld and W. Earl Sasser, Jr.,
“Zero Defections: Quality Comes to Services,”
Harvard Business Review, Vol. 68, September—
October 1990, pp. 105-111.

2 Ibid.
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Exhibit 1

Relationship marketing

Orientation to customer retention
Continual customer contact
Focus on customer value
Long-term horizon

High customer-service emphasis

High commitment to meeting
customer expectations

Quality concerns all staff members

Vol. 51, April 1987, pp. 11-27.

Relationship marketing compared with traditional marketing

*Traditional marketing can also be considered transactional marketing, in which each sale
is considered to be a discrete event. This table is based on an idea from: F. Robert Dwyer,
Paut Schurr, and Sejo Oh, “Developing Buyer-Seller Relationships,” Journal of Marketing,

Traditional marketing*

Orientation to single sales

Episodic customer contact

Focus on product features
Short-term horizon

Little emphasis on customer service

Limited commitment to meeting
customer expectations

Quality concerns only production staff

ments are mature and competition is
strong. Often there is little differen-
tiation among products in the same
segment. For example, general man-
agers from ITT Sheraton in Asia
were shown pictures of hotel rooms
from their own chain and three
competitors. Most managers could
not identify the brand of one
room—not even their own—al-
though they were given a list of
eight brands from which to choose.?
The difficulty faced by hotel brands
of differentiating themselves on
physical attributes is one of the fac-
tors that drew the industry’s atten-
tion in the 1990s to relationship
marketing. The goal of relationship
marketing is to build customers’
loyalty based on factors other than
pure economics or product at-
tributes.* In essence, relationship
marketing means developing
customers as partners, a process
much different than traditional
transaction-based marketing. Exhi-
bit 1 shows the differences between

’Philip Kotler, John T. Bowen, and James C.
Makens, Marketing for Hospitality and Tourism
(Englewood Cliffs, NJ: Prentice Hall, 1996),

p. 355.

*David Cravens, “Introduction to Special
Issue,” Journal of the Academy of Marketing Science,
Vol. 23, No. 4 (Fall 1995), p. 235.

traditional marketing and relation-
ship marketing.

Building Relationships

Our study examined the anteced-
ents and consequences of building
relationships with customers in the
luxury-hotel segment. To test a pro-
posed model of service relationships,
the study needed to meet the fol-
lowing sub-objectives.

¢ Identify the type of benefits
(e.g., upgrades, frequency points)
luxury hotels must offer so that
guests want to develop a relation-
ship with (and consequently a
feeling of loyalty for) the hotel;

* Identify the behavioral outcomes
of this relationship (e.g., increased
product use, willingness to pro-
mote the hotel);

¢ Evaluate the current practices of
luxury-hotel operators (e.g, rev~
enue management, last-room
availability) and the impact of
such practices on developing
relationships with customers;

* [dentify actions undertaken by
luxury hotels that affect consum-
ers’ feelings of trust in the hotel
(whether positive or negative);
and

* Determine whether relationship
issues vary according to purpose
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of stay (i.e., business or pleasure),
demographic characteristics, and
frequency of use.

Satisfaction Isn’t Loyalty

Customer satisfaction measures how
well a customer’s expectations are
met by a given transaction, in this
case a hotel stay. Customer loyalty,
on the other hand, measures how
likely a customer is to return and
also gauges how willing that person
is to perform partner-like activities
for the hotel—starting with recom-
mendations to friends.
Satisfaction. A customer who
receives what she or he expected in
a hotel stay is most likely to be satis-
fied. If the guest’s expectations were
exceeded, she or he may be ex-
tremely satisfied. Customer satisfac-
tion of this kind is a requisite for
loyalty, but satisfied customers may
not become loyal customers. Some
of the reasons for the failure of satis-
faction to translate into loyalty are
unrelated to either satisfaction or
loyalty. Travelers who do not regu-
larly visit a particular area, for in-
stance, cannot be loyal to an indi-
vidual property simply because they
never return to the area. Addition-
ally, some luxury-hotel guests seek
variety and sample a different prop-
erty each time they return to an
area. These customers may be satis-
fied with a hotel, but their drive for
novelty inhibits their loyalty to a
given hotel. Some guests remain
price sensitive, even at the luxury
level, and shop for the best deal.
Even though they were satisfied
with a particular hotel, they will try
another one that makes a better
offer. As a final consideration, cus-
tomers at this level simply expect
that they will be satisfied with their
purchase and that the hotel will
perform as advertised. If there were
any likelihood of failure, the guest
would not have made the purchase
in the first place. As a consequence,
hotels generally garner solid satisfac-

tion ratings, but not necessarily loyal
customers.

Loyalty extends beyond simple
satisfaction. As an example of the
weak effect satisfaction has on repeat
purchases, researchers Reichheld and
Aspinwall found in 1993 that 90
percent of customers who changed
from one supplier to another—in
this case their bank—were satisfied
with their original supplier.® A study
by Heskett, Sasser, and Schlesinger
found that the link between cus-
tomer satisfaction and customer
loyalty was the weakest relationship
in their service-profit-chain model,
which attempts to capture the influ-
ence on profit of operating strategy,
service-delivery system, service con-
cept, and target market.® In the
Heskett group’s study, fewer than 40
percent of those giving a particular
service a rating of satisfactory (score
of 4 on a five-point scale) intended
to return, while 90 percent of those
who rated the service very satisfac-
tory (score = 5) intended to return.

Although keeping customers
satisfied is important, loyal customers
are more valuable than satisfied cus-
tomers. A satisfied customer who
does not return and spreads no posi-
tive word of mouth has no net
present value to the company. On
the other hand, Kotler, Bowen, and
Makens calculated that a loyal cus-
tomer of a luxury hotel who both
returns and spreads positive word of
mouth has a net present value of
more than $100,000.7

Model for Relationship Marketing

The extent of customer loyalty indi-
cates the likelihood of a customer’s
returning to a hotel and that per-
son’s willingness to behave as a part-

5 Frederick F. Reichheld and Keith Aspinwall,
“Building High-Loyalty Business Systems,”
Journal of Retail Banking, Winter 1993-94,
pp. 21-29.

¢ James L. Heskett, Ear] W. Sasser, Jr., and
Leonard A. Schlesinger, The Service Profit Chain
(New York: Free Press, 1997), p. 22.

7Kotler, Bowen, and Makens, p. 346.
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ner to the organization. Morgan and
Hunt developed a model of relation-
ships that proposed trust and com-
mitment as central to the develop-
ment of long-term relationships. We
developed the model of service rela-
tionships (MSR) shown in Exhibit 2
based on the work of Morgan and
Hunt.? The MSR also builds on the
research undertaken by Gundlach,
Achrol, and Mentzer, who investi-
gated the structure of commitment.’
The difference between the MSR
and previous models is that our
model focuses on services in which
one of the partners is the end user,
whereas previous models have ex-
amined relationships between firms.
Two concepts at the heart of a
relationship are trust and commit-
ment. Cravens and Piercy, for in-
stance, state that trust is important
to the success of a partnership. With
trust as a precursor, a customer be-
comes loyal to a firm and forms a
commitment to that firm. Morgan
and Hunt found a significant con-
nection between trust and relation-
ship based on commitment. Our
model also proposes that a positive
connection exists between commit-
ment and trust in a relationship.
Commitment. Relationship
marketers generally believe that the
future of buyer-seller relationships
depends on the commitment made
by the partners to the relationship."

8 Robert Morgan and Shelby D. Hunt, “The
Commitment-Trust Theory of Relationship
Marketing,” Journal of Marketing, Vol. 58, July
1994, pp. 20-38.

? Gregory T. Gundlach, S. Ravi Achrol,and
John T. Mentzer,“The Structure of Commit-
ment in Exchange,” Journal of Marketing, Vol. 59,
January 1995, pp. 78-92.

¥ For example, see: Margaret Beaton and
Caron Beaton, “Marrying Service Providers and
Their Clients: A Relationship Approach to
Services Management,” Journal of Marketing
Management, Vol. 11, No. 1-3 (1995}, pp. 55-70;
and Inge Geyskins, Jan-Benedict Steenkamp,
E.M. Steenkamp, Lisa K. Scheer, and Nirmalya
Kumar, “The Effects of Trust and Interdepen-
dence on Relationship Commitment: A Trans-
Atlantic Study,” International Journal of Research in
Marketing, Vol. 13 (1996), pp. 303-317.
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Exhibit 2

Antecedents and consequences of commitment and trust in service
relationships—Model of Service Relationships (MSR)

+
> Benefits
Relationships |+
-~  with other !
organizations
Understood

values and goals

Natural
opportunistic
behavior

Fair costs Switching costs
+ +
¥ +
Commitment
p> +
+
+
Trust
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Expectation
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Product use

Reactive
opportunistic
behavior

Voluntary
partnership +

Uncertainty
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with other
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and

customers

Word of mouth

Corporate
identity

Communication

Past experience

‘ " 7¥+/

The model of service relationships is based in part on: Robert Morgan and Shelby D. Hunt, “The
Commitment-Trust Theory of Relationship Marketing,” Journal of Marketing, Vol. 58, July 1994,

pp. 20-38, supported by concepts from: Gregory T. Gundlach, S. Ravi Achrol, and John T. Mentzer,
“The Structure of Commitment in Exchange,” Journaf of Marketing, Viol. 59, January 1995, pp. 78-92.

Gundlach et al. defined commit-
ment as “an implicit or explicit
pledge of relational continuity be-
tween exchange partners.”’! Based
on our reading of the literature, we
define commitment as the belief
that an ongoing relationship is so
important that the partners are will-

" Gundlach, Achrol, and Mentzer, pp. 78-92.

ing to work at maintaining the rela-
tionship and are willing to make
short-term sacrifices to realize long-
term benefits. As an example, a ho-
tel would make the short-term sac-
rifice of holding a block of rooms at
a reduced corporate rate for the
long-term benefit of working with
a regular customer, even though
those rooms might be sold at a

higher rate if the block were re-
leased. With an individual customer,
the hotel would, for instance, make
good on a service failure by forgo-
ing revenues on a particular item to
secure the customer’s future business
(and positive word of mouth).
Trust. Trust has been defined by
one set of authors as the “willing-
ness to rely on an exchange partner
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Our findings indicate that
benefits and trust are the
most important antecedents
to guests’ commitment.

in whom one has confidence.”'* A
second author defines trust as “a
generalized expectancy held by an
individual that the word, promise,
or statement of another individual
can be relied upon.”"? Trust is con-
sidered so important to commit-
ment and to long-term relationships
that Sullivan and Peterson stated:

[W]here the parties have trust in

one another, then there will be ways

by which the two parties can work
out difficulties such as power con-
flict, low profitability, and so forth.™

Central to all of these definitions
of trust are reliability and working
for the interests of the partner.

Natural opportunistic behav-
ior. Within the daily operation of a
partnership, one partner often has
the opportunity to take advantage
of the other. For trust to develop,
we hypothesize that partners in a
relationship must suppress this natu-
ral opportunistic behavior, resist the
desire for an advantage, and instead
work toward a mutually beneficial
situation. An example of natural
opportunistic behavior is a revenue-
management system that enables a
hotel to change its rates according
to demand. We propose that there is
a negative relationship between
natural opportunistic behavior and
trust.

Benefits. The benefits compo-
nent of our model captures the
benefits a customer will need to
receive from the service provider to
make a commitment to that pro-
vider. Benefits are related to com-
mitment.

For a customer to enter into a
relationship, the relationship must

12 Christine Moorman, Rohit Deshpande, and
Gerald Zaltman,“Factors Affecting Trust in
Market Research Relationships,” Journal of
Marketing, Vol. 57, January 1992, pp. 81-101.

3 1.B. Rotter, “Interpersonal Trust, Trustwor-
thiness, and Gullibility” American Psychologist,
Vol. 35 (1980), pp. 1-7.

!4 Jeremiah Sullivan and Richard B. Peterson,
“Factors Associated with Trust in Japanese—
American Joint Ventures,” Management Interna-
tional Review, Vol. 22 (1982), pp. 30—40.
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provide value for that customer.
Hotel chains recognize this fact. For
example, Sheraton reworked its
housekeeping system to allow its
Sheraton Club International mem-
bers to check out as late as 4:00 pm.
Kelly and Davis found that health-
club customers receiving higher
levels of service quality are more
committed to the health club than
those whose service experience was
average.'” We propose a positive
relationship between benefits and
commitment.

Fair costs. Fair costs can be
categorized as day-to-day costs and
switching costs.'® In our study the
day-to-day cost was operationalized
as the perceived value of the room
rate and the fairness of the costs. In
this study costs were measured as
being fair, or having a positive sign.
Switching costs (i.e., the costs asso-
ciated with changing from one
product or provider to another)
were measured by asking respon-
dents directly about those costs.”’
We propose there is a positive rela-
tionship between switching costs
and relationship commitment and
between switching costs and value.

Understood values. Values have
been defined as follows:

» “generalized, enduring beliefs
about the personal and social
desirability of modes of conduct
or end-states of existence”;"®

* “the extent to which partners
have beliefs in common about
what behaviors, goals, and poli-

15 Scott W. Kelly and Mark A. Davis, “Anteced-
ents to Customer Expectations for Service
Recovery,” Journal of the Academy of Marketing
Science, Vol. 22, Winter 1994, pp.52-61.

' Hakan Hakansson and Ivan Snehota, Develop-
ing Relationships in Business Networks (New York:
Routledge, 1995).

7 Dwayne D. Gremler, “The Effects of Satisfac-
tion, Switching Costs, and Interpersonal Bonds
on Service Loyalty” (Tucson, AZ: Arizona State
University dissertation, 1995).

"% Boris Kabanoff, Robert Waldersee, and
Marcus Cohen, “Espoused Values and Organiza-
tional Change Themes,” Academy of Management
Journal, Vol. 38 (August 1995), pp. 10-75.



cies are important or unimpor-
tant, appropriate or inappropri-
ate, and right or wrong”;'” and
* “beliefs held by an individual or
group that speak to the actions
and goals (ends) organizations
ought to or should identify in
the running of an enterprise.””

Myers states the impact of shared
values on commitment depends on
the degree to which a value is con-
flicting or shared, the intensity of
the value to each of the relationship
partners, and the value of the rela-
tionship. Values are affected by in-
ternational cultural differences,
organizational culture, and the val-
ues held by key individuals involved
in the relationship.? Although val-
ues are an important component of
relationships, we did not measure
values in this study because of their
complexity.

Reactive opportunistic be-
havior. Reactive opportunistic
behavior apparently stems from lack
of commitment. This tit-for-tat
behavior occurs when one party
attempts to take advantage of an-
other party because the first party
concludes that the other party has
failed to look after the first party’s
best interest. Because our sample
included only loyal customers, we
did not measure reactive opportu-
nistic behavior as a component of
the model.

Product use. Product use in this
instance measures the incremental
business a guest is likely to bring to
a hotel with which the guest has
developed a relationship. Reichheld
and Sasser found that loyal custom-
ers purchase more from a firm than
similar non-loyal customers.? Kelly

¥ Morgan and Hunt, pp. 20-38.

2 Cathy Enz, Power and Shared Values in the
Corporate Culture (Ann Arbor: UMI Research
Press, 1986), p. 27.

21 C.S. Myers, “Trust, Commitment, and Shared
Values in Long-term Relationships in Services
Marketing” (Las Vegas: University of Nevada—
Las Vegas working paper, 1996).

2 Reichheld and Sasser, pp. 105-111.
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and Davis stated that a customer’s
commitment to the organization
results not only in repeat purchases
but also a greater willingness to
become an advocate for the
organization.”

A committed hotel guest, for
example, would be more likely to
use the food and beverage facilities
at the hotel with which he or she
has developed a relationship rather
than go someplace else to eat. In
contrast, the guest who does not
have a relationship with the hotel
will more likely go out of the hotel
for meals. The attributes used to
measure this construct were related
to the luxury-hotel market. We
propose a positive relationship be-
tween relationship commitment
and product usage.

Voluntary partnership. Volun-
tary partnership comprises the vari-
ety of activities that one member of
the relationship is likely to under-
take on behalf of the other member.
We discuss the hotel’s possible part-
nership activities throughout this
article. Guests in voluntary partner-
ship may give favorable word of
mouth, make business referrals,
provide references and publicity,
and serve on advisory boards.

Another element of voluntary
partnership is that when disputes
occur the partners make a deter-
mined effort to work things out.
Instead of dissolving the partnership
when a dispute arises, committed
partners use the dispute as the basis
for new understandings.

This functional conflict can pre-
vent stagnation, stimulate interest
and curiosity, and provide a me-
dium through which problems can
be aired and solutions achieved.?
For customers to become involved
in functional conflict, however, they
must be committed to the relation-
ship or they will simply switch ven-

BKelly and Davis, pp. 52-61.
2 Morgan and Hunt, p. 26.

dors. We propose a positive rela-
tionship between commitment and
voluntary partnership.

Expectation. We derived the
expectation component of our
model from past research on service
quality.®® Since this area has already
been tested in previous research, we
did not specifically test it.

Questionnaire Development

After our review of relevant litera-
ture, we conducted a series of in-
depth interviews with 22 luxury-
hotel guests of the New York
Palace and the Waldorf Towers who
had paid 2 minimum of $350 per
night for their hotel stay. From the
interviews and our literature review
we began developing a model of
guest loyalty (see Exhibit 2) and a
questionnaire to test that model.
We subsequently presented the
proposed model to other research-
ers at two academic conferences on
relationship marketing. We received
helpful comments on the model as
a result of these presentations.

Next, we pre-tested the survey
instrument as follows. Based on
comments received during the
interviews and from the conference
presentations, we developed an
initial questionnaire that we mailed
to approximately 100 people from a
list supplied by a luxury hotel in
New York.? We also conducted
personal interviews with six guests
at the Rancho Bernardo Inn in
California, showed the survey to
guests, and asked for their com-
ments, particularly on survey
length, format, and readability.

With the pre-test completed, we
mailed the survey to 5,000 Ameri-
can Express—card holders who had
stayed at least three times in one

* See: A. Parasuraman, Leonard L. Berry, and
Valerie A. Zeithaml, “Understanding Customer
Expectations of Service,” Sloan Management
Review, Spring 1991, pp. 39-48.

26 The name of the hotel is intentionally
omitted.
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Exhibit 3
Structural mode! and statistical relationships

Certainty

Benefits
-13

Opportunistic

Switching costs behavior

Relationship
commitment

Voluntary
partnership

Product use

Note: * = significant at p < .01; ** significant at p < .05.

18

of a preselected list of specific
luxury hotels.”

Resuits

We received 892 usable question-
naires. Allowing for undelivered
(returned) surveys, the response rate
was 18 percent, a level common to

27 We selected the hotels jointly with represen-
tatives of the travel-research division of Ameri-
can Express. We screened the hotels according to
the hotel’s Mobil rating and by checking room
rates in Reed/Elsevier’s Hotel and Travel Index.
We limited our sample to business-oriented
properties because we wanted a substantial
sample of business travelers. Hotel chains that we
reviewed included Ritz-Carlton, Four Seasons,
Leading Hotels of the World members, and
Preferred Hotels members.
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surveys of this kind. The sample
predominantly comprises men (85.4
percent). The participants’ median
age is 48 and their median income
is $260,000. The most frequently
mentioned occupations included
attorney (13.5 percent), executive
(9.3 percent), consultant (7.3 per-
cent), investment banker (7.3 per-
cent), and marketing or sales repre-
sentative (6.6 percent).

Within the last year, 60.5 per-
cent of the respondents stayed in a
luxury hotel when traveling on a
combination of business and leisure.
Slightly more than one-third stayed
in luxury hotels when traveling
primarily for business and a small
percentage used the hotels primarily
for leisure. More than four out of
ten participants (44.1 percent)
stayed in luxury hotels more than
12 times in the year preceding the
survey. More than two out of ten
participants stayed either 2 to 6
times (26.9 percent) or 7 to 12
times (28.9 percent) in the last year.
Less than 1 percent of the respon-
dents stayed in a luxury hotel only
once in the last year.

To determine whether the re-
spondents were representative of the
total sample, we interviewed 196
non-respondents via telephone.

We could find no significant differ-
ence between respondents and non-
respondents on such characteristics
as gender, age, and use of luxury
hotels. Looking at the subset of
business travelers, our analysis sug-
gests that, compared to those who
responded, non-respondents were
older, stayed in the luxury hotel to
which they are loyal more fre-
quently, and were more loyal. We
concluded, therefore, that the results
presented in this report are conser-
vative, and that the findings may
understate the relationships that
exist.

When traveling to their favorite
luxury hotel, 48.3 percent of the
participants were traveling primarily






